
COMMONWEALTH OF RENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 
* * * * 

In the Matter oft 

THE APPLICATION OF LAKEWOOD 1 0 
VALLEY DEVELOPMENT COMPANY 1 
FOR AN ADJUSTMENT OF RATES ) CASE NO. 8908 
PURSUANT TO THE ALTERNATIVE 1 
PROCEDURE FOR SMALL UTILITIES 1 

0 R D' e ' R  

On September 27 ,  1983, Lakewood Valley Development Company 

("Lakewood Valley") filed an application with the Commission to 

increase its sewer rate pursuant to 807 KAR 5 : 0 7 6 .  This 

regulation allows utilities with 400 or fewer custorners OF 

$200 ,000  OF less gross annual revenues to use the alternative rate 

filing method ( " A R F " )  In order to minimize the necessity for 

fomal hearings, to reduce filing requirementa and to shorten the 

time between the application and the Commission's final Order. 

This procedure should minimize rate case expenses to the utility 

and, therefore, should result in lower rates to the ratepayers. 

There w e r e  no intervenors in this matter, and all 

information requested by the Commission has been submitted. 

Lakewood Valley requested a rate which would produce an 

annual i n c r e a s e  of $5.316 f r o m  its 209 customers. In this Order, 

the Commission has allowed additional revenues of $48015.  



TEST PERIOD 

For the purpose of d e t e r m i n i n g  t h e  rcasonablences of the 

proposed ra te ,  t h e  12-month period e n d i n g  December 31, 1982, has 

been a c c e p t e d  as t h e  test period. 

REVENUES AND EXPENSES 

Lakewoad valley i n c u r r e d  a n e t  loss for the test period of 

$8,536. Lakewood Valley proposed several pro forma a d j u s t m e n t s  

to its test period o p e r a t i n g  r e v e n u e s  and e x p e n s e s  t o  r e f l e c t  

c u r r e n t  operating conditions more a c c u r a t e l y .  The Commission 

f i n d s  t h e s e  a d j u s t m e n t s  r e a s o n a b l e  and has accepted them for 

ra te -making  purposes w i t h  t h e  f o l l o w i n g  e x c e p t i o n s :  

O p e r a t i n g  Revenues 

The 1982 a n n u a l  report of Lakewood Valley showed total  

o p e r a t i n g  r e v e n u e s  of $26,728. An a d j u s t m e n t  of $2,0891 was made 

to normalize its t es t  year  revenues  r e s u l t i n g  i n  normalized t e s t  

year revenues of $28,817. The increase required by Lakemod 

v a l l e y  t o  p roduce  allowed a n n u a l  r evenue8  of $32,832 i t 4 8  

therefore, $4,015. 

Purchased  Power Expense 

Lskewood V a l l e y  recorded a purchased  power expenee for the 

test  period of $6,062 and r e q u e s t e d  a pro forma i n c r e a s e  of $707 

based on  a projected increase of approximately 11.67 p e r c e n t .  The 

Commission has re-computed the month ly  power b i l l s  of Lakewood 

V a l l e y  for the t es t  p e r i o d  using as a bas is  for its c o m p u t a t i o n  

the tariff of Rentucky U t i l i t i e s  Company (Lakewood V a l l e y ' s  power 

$11.49 X 209 X 12 = $28,817 - $26,728 = $2 ,089 .  
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I s u p p l i e r )  dated September 1, 1983, r e s u l t i n g  i n  power cost of 

a p p r o x i m a t e l y  $6,108. The overall pu rchased  power expense 

remained a t  tes t  y e a r  l e v e l  d u e  to  a r e s t r u c t u r i n g  of Kentucky 

U t i l i t y  Company's rates appl icable  t o  CP c u s t o m e r s .  Therefore, 

t h e  Commission h a s  r educed  t h e  pro forma power expense of Lakewood 

V a l l e y  by  $707 .  

Chem l ca  1 s 

Lakewood V a l l e y  projected c h e m i c a l  e x p e n s e  of $ 2 4 5  for  t h e  

tes t  period which i n c l u d e d  $100 as a drum deposit. D r u m  deposit6 

are r e f u n d a b l e  and are n o t  a n  o p e r a t i n g  expense .  Therefore, t h e  

Commission had d e n i e d  t h i s  p o r t i o n  of Lakewood V a l l e y ' s  test 

period expense for chemicals. 

R a t e  C a s e  Expense 

I t  is the Commission's o p i n i o n  and p o l i c y  i n  t h i s  and 

f u t u r e  ARF cases t h a t  if rate case e x p e n s e s  exceed  $1,000, t h e n  

t h e  burden  of proof is o n  t h e  applicant to show t h a t  s u c h  fees 

w e r e  r e q u i r e d  b e c a u s e  of u n u s u a l  c i r c u m s t a n c e s .  I f  t h e  u n u s u a l  

circumstances involve poor r e c o r d s ,  t h e n  t h e  l e v e l  of on-going 

a c c o u n t i n g  and management e x p e n s e s  w i l l  be c o n s i d e r e d  I n  

d e t e r m i n i n g  t h e  r e a s o n a b l e n e s s  of t h e  ra te  case e x p e n s e s .  I f  I t  

is determined  t h a t  the feee are h i g h  becauee of management 

p r e f e r e n c e s ,  t h e n  t h e  f e e s  may be d i s a l l o w e d  or d i v i d e d  between 

management and r a t e p a y e r s .  

I n  t h e  o r i g i n a l  a p p l i c a t i o n ,  Lakewood V a l l e y  estimated ra te  

case e x p e n s e s  of $1,200 to  be a m o r t i z e d  o v e r  a 2-year  period. 

Lakemod V a l l e y  s ta ted,  i n  a r e s p o n a e  to a n  i n f o r m a t i o n  request of 

t h i s  Commission d a t e d  December 16, 1983, t h a t  it had i n c u r r e d  
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a c c o u n t i n g  e x p e n s e  of $900 related to t h e  p r e p a r a t i o n  of t h e  rate 

application. The Commission has d e t e r m i n e d  t h a t  to ta l  rate case 

e x p e n s e s  of $900 amortized over a 3-year period is t h e  fa i r ,  j u s t  

and reawonable  amount t o  be paid by t h e  ratepayers, and it has, 

t h e r e f o r e ,  reduced rate case e x p e n s e s  by $ 3 0 0 .  

T h e r e f o r e ,  Lakewood V a l l e y ' s  a d j u s t e d  operations a t  the end 

of t h e  test period are a s  follows: 

Lake wood 

A d j u s t e d  Ad jus tmen t s  A d j u s t e d  
Valley Corn i 6s i on  Comm iss i o n  

O p e r a t i n g  Revenues $26 I 728 $ 2,089 $ 20,817 
Operating Expenses  30,033 (1,1411 28,892 

Opera t ing  Income $(3,305) $ 3,230 $ ( 7 5 )  

REVENUE REQUIREMENTS 

The Commiss ion  is of the o p i n i o n  t h a t  Lakewood Va l l ey ' s  

a d j u s t e d  o p e r a t i n g  loes is u n f a i r ,  u n j u s t  an8 unrcaaonablc. The 

Commission is f u r t h e r  of the o p i n i o n  t h a t  a n  o p e r a t i n g  r a t io  of 88 

p r e c e n t  Is f a i r ,  j u s t  and r e a s o n a b l e  I n  t h a t  i t  w i l l  allow 

Lakewood V a l l e y  to m e e t  its o p e r a t i n g  e x p e n s e s  and p r o v i d e  a 

r e a s o n a b l e  r e t u r n  to its s t o c k h o l d e r s .  T h e r e f o r e  the Commission 

finds khat Lakewood valley s h o u l d  be permi t t ed  to  i n c r e a s e  i ts 

rate to p r o d u c e  a n  i n c r e a s e  i n  a n n u a l  r e v e n u e  of $4,015,2  which 

i n c l u d e s  f e d e r a l  and  s ta te  income taxes of $838.  

$28#892 88 p e r c e n t  - 832,832 - $28,817 = $4,015. 

-4- 



. 

SUMMARY 

The Commission, a f t er  c o n s i d e r a t i o n  of the e v f d e n c e  of 

record and being advised, is of t h e  opinion and f i n d s  t h a t :  

1 ,  The rate proposed by Lakewood V a l l e y  would produce 

r e v e n u e s  i n  e x c e s s  of t h e  revenues  found r e a s o n a b l e  hemein and 

should be d e n i e d  upon a p p l i c a t i o n  of KRS 278 .030 .  

2 ,  The rate in Appendix A is t h e  fair, j u s t  and r e a s o n a b l e  

rate to c h a r g e  for sewer s e r v i c e  rendered to Lakewood Val ley ' s  

customers and should produce annual nevenues  of approx imate ly  

$32 ,832  . 
IT IS THEREFORE ORDERED t h a t  t h e  rate  i n  Appendix A be and 

it  hereby is the fait, just and reasonable rate of Lakewoad Valley 

for sewer s e r v i c e  rendered on and after t h e  date of t h i s  Order. 

I T  IS FURTHER ORDERED t h a t  the rate proposed by Lakewood 

Valley be and it  hereby is denied. 

I T  I s  FURTHER ORDERED t h a t ,  w i t h i n  30 days of t h e  d a t e  of 

t h i s  Order, Lakewood Valley s h a l l  f i l e  w i t h  this Commission its 

t a r i f f  sheets setting forth t h e  rate approved h e r e i n  and a copy of 

its aules  and regulat ions  for providing sewer 8etvice. 

Done a t  F r a n k f o r t ,  Kentucky, t h i e  26th day of  January, 1084 .  

PUBLIC SERVICE COMMISSION 

ATTEST: 

Secae tary 



PPENDIX 

APPENDIX TO AN ORDER OF THE KENTUCRY PUBLIC SERVICE 
COMWISSION IN CASE NO. 8908 DATED 1/26/84 

The following rate is prescribed for the customers in the 

area served by Lakewood valley Development Company. A l l  other 

rates and charges not specifically mentioned here in  shall remain 

the same as t h o s e  in effect under authority of this Commission 

prior to the effective date of t h i s  Order. 

RATE: Monthly - 
Residential $13.09 

i , .  


